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1. INTRODUCTION 
In this study, we examine how organisations in Fiji communicate or legitimise their profit. We 
base the need for understanding this phenomenon on the following premise. Organisations are 
part of a wider society, and in competition for scarce resources. Organisations obtain the rights to 
consume resources upon conception, but must continually legitimise their rights of existence and 
the need to access the resources. Legitimacy is the ability to continue to justify one’s authority to 
exist in a society. Organisations rights to resources are contractual, and have a moral obligation to 
act in a responsible manner and justify their outcomes, actions, and activities to external 
stakeholders. Such justifications would be an attempt at legitimizing their existence by some 
form of impression management. Impression management refers to the process by which 
individuals attempt to influence the impression of others (Melo et al. 2009). In corporate 
reporting, impression management occurs when management selects, display, and presents that 
information in a manner that distorts readers’ perceptions of corporate achievements (Neu 1991; 
Patten 2002), and is managed best through disclosures (O’Donovan 2002).  
In developing economies, there is significant Government protection that creates near-monopoly 
sectors and industries. The rendered protection permits organisations to provide essential services 
to the community at reasonable costs. Organisations in these sectors and industries have an 
ominous need to legitimise their position and actions. The bond between the organisations and 
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the society is much stronger, making organisations devote more effort in communicating their 
activities. Protection permits organisations to make reasonable profits to sustain their operations. 
Society may not accept abnormal profits1 from operational efficiencies. Profit is fundamental to 
the society’s perception of an organisation, amplifying the need for the firm to justify a level of 
profit. Abnormal profit for organisations construes bad news, and organisations would make 
relevant disclosures to manage stakeholder impressions on profit (Patten 2002). Organisations 
can manage impressions by disclosing information in a particular way. That is, organisations 
would want to put the impression that the abnormal profit is justified and the society will obtain 
its benefits in future. Such form of impression management requires unambiguous disclosure of 
information. The readability of corporate disclosures is an important indicator of organisational 
abnormal profit-related legitimacy efforts in developing economies.  
2. OUR BASIS AND PREDICTIONS 
Legitimacy perspective in business focuses on the role of information and disclosure in the 
relationship between organisations, the State, individuals and groups. This perspective suggests 
that organisations do not have any rights to resources, but exist because a particular society 
considers that they are legitimate, and it confers upon the organisation the state of legitimacy. 
That is, management will adopt various strategies to legitimise their actions or status. This 
perspective is pertinent largely in developing economies. Organisations value systems must be 
congruent with the value system of the larger social system of which it is a part. Any actual or 
potential disparities between the organisations and societies value systems threaten the 
organisations legitimacy to belong to the system. Organisations disclosure policies represent an 
                                                          
1 Abnormal profits relates to profits in excess of what is required to continue current operations and in excess of what 
society would normally expect an entity to achieve. 
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important means by which management can influence external perceptions about their 
organisations to portray to the society their legitimate rights of continued ownership and use of 
resources.  
Organisations understanding of the ways to gain and maintain legitimacy are of strategic 
importance to them. Organisations endeavor to achieve congruence between their actions and 
achievements and the expectations of the society. Organisations can educate and inform their 
society about the changes in the organisational performance and activities, change the perception 
of the society, manipulate perception by deflecting attention from the issue of concern to other 
related issues, and change external expectations of their performance to achieve congruence 
(Lindblom 1994). Organisations facing greater exposure would provide a variety of offsetting 
disclosures in an attempt to address the increased threat to their legitimacy.  
An example may be useful to illustrate how the achievement of abnormal profits by entities may 
threaten the entities license to operate and induce the entity to employ legitimizing strategies. 
Consider an entity (XYZ), which has enjoyed monopoly privilege over its particular industry. In 
the recent years, XYZ has been increasing the charges for the services they provide. During the 
same period, XYZ has been achieving abnormal profits, which have come under scrutiny by 
various groups in society. Customers are complaining why charges are increasing when the 
organization is performing well above expectations. Employees of XYZ threaten to go on strike 
unless they receive a pay rise. Non-governmental organizations criticize XYZ for being greedy 
and not considering the plight of the poor. The Government urged by public concerns, considers 
deregulating the market. The achievement of abnormal profits by XYZ, paradoxically, has 
attracted significant political costs from different groups in society. Whatever, the reason for the 
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abnormal profits, XYZ has incentives to manage these groups perceptions. To change society’s 
negative perceptions, XYZ will attempt to “enlighten” society through mediums of 
communication such as the annual report. XYZ will endeavor to provide disclosures, which are 
easy to read. The more readable these disclosures are the more likely the readers of the report will 
receive the intended message. 
We use these arguments to predict the following relationship between profit and legitimacy-
related disclosures in developing economies.  
Profit is the key indicator of organisations health. Profit is subject to numerous societal emotions, 
and it is at the heart of legitimacy controversies (Breton and Côté 2006). In developing 
economies, organisations operate in near monopolistic environment for the benefit of the society. 
This environment permits businesses to achieve acceptable level of profit and provide goods and 
services to the society at a reasonable rent. Abnormal profit must complement a better quality of 
service or service at a lower rent. Organisations should also demonstrate that any abnormal profit 
is a result of a comprehensive strategy. In developing economies, organisations with abnormal 
profits will adopt ways to manage societal impressions to legitimise this level of profit. 
Organisations may increase the volume of profit-related disclosures. They may also improve the 
quality of their reporting to ensure congruence between the meaning of their message, and the 
meaning the society derives from their message. In readability terms, organisations in developing 
economies would attempt to communicate more clearly their abnormal profit level to their 
stakeholders. This communication is to ensure the society understands what the organisations 
intends them to understand.  Thus, we suggest that the level of profit will positively influence the 
readability of the disclosures in the corporate annual reports. 
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Organisations relay their legitimacy mostly through expanded use of non-mandatory disclosures 
(Warsame et al. 2002). Non-mandatory reporting provides management greater freedom to 
communicate their legitimacy. Organisations can manage both the volume and the quality of their 
legitimacy communication through their non-mandatory disclosures. Structured mandatory 
reporting limits organisations opportunities and freedom to express their information to their 
intended stakeholders. This situation is despite the fact that most emerging economies have 
adopted the principle-based accounting standards. Organisations can manage better the 
readability of their non-mandatory disclosures that allows them to express their legitimacy 
content in a style that provides equivalence in meaning of the message of the sender and receiver. 
This outcome will mean that organisations are more likely to manage society’s impression on 
their level of profit.  Organisations that legitimise their abnormal profit will attempt to reduce the 
incongruence in the reading-ease level of their disclosure and the understanding capacity of the 
intended recipients of the reports. They can manage this better with their non-mandatory reports 
than their mandatory reports. That is, organisations legitimacy intentions would be more apparent 
in their non-mandatory reports than their mandatory reports. Thus, we suggest that the level of 
profit will have a different positive influence on the readability of the mandatory and non-
mandatory disclosures in the corporate annual reports. 
Organisations objective for undertaking legitimising actions is contingent upon different contexts 
that influence the level of public exposure and responsibility attached to them (Merkl-Davies and 
Brennan 2007). Managers of bigger organisations in sectors with a high public presence make 
more disclosures in their annual reports to capitalise on their investments in the community and 
the environment. A number of essential services, despite recent market liberalisation, are still 
provided generally by the public enterprises in developing economies. Public enterprises are 
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organisations that have a significant government control with Boards of Directors appointed by 
the Government. These organisations regularly report to the country’s legislative assembly. 
Government accords these organisations better protection to ensure they provide essential 
services like energy and water at a reasonable rent. These organisations have greater 
responsibility towards the society and they will make intense efforts to legitimise any adverse 
outcomes compared to the publicly listed companies. Thus, we suggest that the size of the firm 
will positively influence the readability of the disclosures in the corporate annual reports. 
Publicly listed companies offer its securities for sale to the general public. Government also 
protects the publicly listed companies in developing economies by offering tax benefits and 
controlling competition to ensure affordability of other essential and some non-essential services. 
Diversified interest from individuals, corporate organisations and the Government means that 
public enterprises have more flexibility with their level of profit. Thus, we suggest that the level 
of profit will have a different positive influence on the readability of the disclosures in the 
corporate annual reports of public enterprises and the publicly listed companies. 
3. THE RESEARCH APPROACH 
We obtained data for this study from the corporate annual reports of all publicly listed companies 
and public enterprises in Fiji. Readability of financial information communicated through the 
corporate annual report is contingent upon factors like style, content and format of disclosures. 
The style of disclosure is perhaps one of the most common measures of readability. Word and 
sentence length measures the style dimension of readability of narrative disclosures in corporate 
annual reports. Word length is a good indicator of speed of recognition and sentence length 
determines memory span.  The readability formulae are an appropriate tool to measure readability 
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of narrative disclosures. The formulae help to determine the level of synchronisation between the 
ability of users and the reading difficulty of text. We used Flesch, Fog, and Lix readability 
indexes to evaluate the readability of corporate annual reports. The Flesch index is a scoring 
system, which evaluates the readability of text. The Gunning Fog index, developed by Robert 
Gunning, is one of the simplest and most effective manual tools for analysing readability. The 
Laesbarhedsindex (Lix) measure considers the average number of words per sentence and the 
percentage of words of seven or more letters.  
Financial data and narrative disclosures were collected from the corporate annual reports of all 
fifteen listed companies and fifteen public enterprises for a period of five years (2003- 2007) in 
Fiji. The Chairman's report and the notes to the accounts measure the readability of narrative 
mandatory disclosures. The Managing Director /Chief Executive’s report measures the 
readability of non-mandatory disclosures. We selected three, one hundred-word passages, from 
each of these disclosures from annual reports for the five years. We calculated the Flesch, Fog 
and Lix readability scores for the passages using readability software. Return on Assets measures 
firm profitability and total assets are a proxy for firm size.    
 
4. RESULTS AND DISCUSSION 
Our results indicate that organisations with higher levels of profit have corporate annual reports 
with higher readability scores. Organisations also leverage the non-mandatory sections of their 
corporate annual reports to achieve their legitimacy-related objectives. Bigger organisations, in 
terms of assets base, are also aware of their increased responsibilities, and present more readable 
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corporate annual reports. Larger organisations also leverage the non-mandatory sections of their 
reports to present readable information. The public enterprises also understand their greater 
responsibility towards the society, and provide readable reports of their profit outcomes 
compared to the publicly listed companies. These outcomes imply that profit is indeed a key 
indicator of organisations’ health, and in developing economies, is subject to societal scrutiny. 
5.  IMPLICATIONS FOR PRACTICE 
The results of the study have wide implications for practice in developing markets. The 
implications have both ethical and regulatory dimensions. Firstly, the ethical dimension stems 
from the invariable involvement of accountants in the compilation of these non-mandatory or 
narrative disclosures. Financial reports are the domain of accountants and narrative disclosures 
auxiliary to financial reports. The results suggest that organizations perceive non-mandatory 
disclosures as a strategic tool for engendering legitimacy for higher than normal profit levels. 
This is especially so for entities in the public sector. Accountants may face a conflict of interest if 
they believe that the contents of the narrative purport an economic reality different from the truth. 
The conflict of interest arises from accountants’ professional ethical duty to the public and their 
loyalty to their employer. Accountants will also need to exercise considerable judgment in 
determining the extent to which narrative reports manage impressions and the extent these reports 
seek to deflect rather than inform readers of financial reports. Currently, guidance on narrative 
reporting for accountants in developing economies is non-existent. The regulatory implication 
follows suit in that accounting regulations in developing economies may need to provide more 
guidance on narrative reporting or limit the discretion available in non-mandatory disclosures. 
Regulators could even consider whether the audit opinion should also extend to narrative 
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disclosures. Such regulations have the potential to improve the reliability, accuracy and 
completeness of non-mandatory disclosures.  
  
6. CONCLUSION 
Organisations in developing economies consider their implied obligation to be responsible users 
of resources. Organisations adopt ways to communicate excess retained revenue (profit) clearly 
to the society. This study’s outcomes, perhaps, also imply that organisations are becoming 
efficient in using the resources. These outcomes are possible as profit is a product of the 
difference between the cost of the service to the society (rent) and the cost of providing the 
service by the organisations (consumption of resources). One possible implication of these results 
is Governments in developing economies may need to impose better controls on the consumption 
of resources or ease restrictions to liberalise the market.  Ultimately, Governments must ensure 
that organisations share any benefits from protected rights of use of resources with the society.  
The global economy is placing significant pressure on organisations in all jurisdictions to manage 
their operations effectively. This pressure requires organisations in developing economies to 
achieve a balance between earning profits for their sustainability and ensuring that their social 
contract remains intact. Organisations’ profits play an important role in demonstrating their 
resource consumption and wealth distribution. This study’s results demonstrate that organisations 
in developing economies legitimise their level of profit. This situation is also a positive sign in 
some way as it demonstrates that organisations give regard to their responsibilities towards the 
society. This also suggests that organisations in developing economies may be misusing their 
permission to consume resources. This situation calls for better monitoring, control, and 
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revaluation of the market framework to ensure sustainable consumption of the already scarce 
resources.  
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